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Risk Appetite 
How to use the concept in practice for Solvency II?
	Item
	Details discussed and agreed

	1
	Phil Whittingham to the chair. There were over 60 people in attendance. 
Nicola Crawford was unable to make the presentation due to family illness.

	2
	Survey

Alex Hindson summarised the survey results with 113 SIG members responding including members of the Enterprise Risk Management (ERM) SIG. 

The slides summarising the findings just for insurance sector correspondents had a technical problem but the overall survey results were outlined.

The findings are available on the webpage. Summary key points included:
· 25% of respondents had a risk appetite in place, 49% were working on it.

· Only 13% had successfully cascade Group risk tolerances done to entities

· 22% had a formal risk appetite framework in place

· 53% used a combination of qualitative statements and quantitative tolerances

· 25% of respondents linked risk appetite to strategic planning formally, 27% had not tried at all.

· The main value obtained from having a risk appetite was the link to strategic planning as well as explicitly understanding the balance between risk and reward

· 33% of respondents reported against risk tolerances quarterly, 34% did not report at all

· 53% of respondents escalated breaches of tolerances, 15% did not track breaches at all.

· Most saw the changes to the governance code as positive and supported IRM’s efforts to create best practice guidance.

Thanks to Jonathan Groves for the survey analysis and to Rosie Hayes for managing the survey online.



	 3
	Richard Anderson - WIPRO
Richard provided an outline of the work being done by an IRM working party within the ERM SIG on developing a best practice guide for design and implementation of a risk appetite framework. This is aligned to the changes in the UK Governance Code and the forthcoming Turnbull Guidance consultation.
The process was structured and based on continuous improvement loops. Risk appetites had to be seen as enabling and not just constraining. The key was to embed the process into the business and ensure it was used.

Slides available on webpage.

Anyone who wants to get involved in this process please contact Richard Anderson (Richard.Anderson@wipro.com) or Bill Aujla (bill.aujla@bt.com) 



	4
	Peter Johnson, MDDUS
Peter gave a personal presentation reflecting on his experience of implementing a risk appetite framework at the Student Loan Company (SLC).

Peter described a 5-step process setting risk appetite levels, defining risk categories, linking the two to set risk category appetites, mapping individual risks to the classification and finally reviewing the implications on risk improvement plans.

He described the practical implications of technology risk appetite choices on recent events at the SLC.

Slides available on webpage.



	5
	Questions and Answers

There was a lot of discussion about this topic. This included:
Does risk appetite definition discourage managers from taking risk?

The conclusion was that it helps enable them to take controlled risks and balance controls/risks appropriately if done well. It was also seen as helpful to segment risk universe and apply specific risk tolerances to different risks based on attitude to each. One size fits all was not seen as beneficial.

Is it worth trying to seek a common definition of risk appetite?

The conclusion was that this was a core concept for risk professionals, and as a profession we should continue to drive towards best practice.

How should risk within risk appetite be measured?

There was a debate about the benefits and draw backs of quantification and also on the metric used – eg/ net or gross risk, impact on revenue, turnover or ROCE?

Maturity and embedding of risk appetite frameworks was discussed

There was a discussion about the extent to which risk appetite gets cascaded and whether the concept is actually understood at Board level, middle management level and at the coal-face. It was recognised that companies often over-report on maturity models when considering Board/snr management. However often the biggest challenge is about educating the wider population about the meaning and relevance of the issue.

Level of Board understanding was discussed.

There was a discussion about the extent to which non-executive directors understood and engaged with the issue. It was noted that in future FSA (or replacement) would be looking for this understanding and it could impact on the ‘fit and proper’ checks.

Who owns the risk appetite framework?

Universal agreement had to be the Board.

Link to shareholder value was discussed.

There was a debate as Richard had linked the strategic level of risk appetite setting to .Shareholder value’, but what did this mean and how was it done? Richard outlined a model for shareholder value and commented that not-for-profits and public organisations could develop proxies for this. The metrics were:

· profitable turnover growth

· EBITDA

· Cost of interest payments

· Cost of tax payments

· Cost of CAPEX

· Cash value/ release from Working Capital

· Capital advantage period (this captured many softer issues such as brand, knowledge, staff turnover etc…)

Influence of rating agencies was discussed.

There was a wide debate about the role of rating agencies and the power their papers could have on the market. It was noted that S&P had issued a paper in March on this topic (circulated round SIG at time) and this could have significant influence. Should the IRM or SIG seek to influence rating agencies as a profession? One option was to invite them to speak at a SIG meeting.

Role of internal audit in challenging the risk appetite framework was discussed.

It was agreed Internal Audit had an important role to play but this was primarily about:
· challenging the process that created the risk appetites

· challenging management to ensure the risk appetites were actually used and monitored.

The interaction of different risk appetite / tolerance measures was discussed in the light of the SLC example. 

It was recognised that risks happened in combinations and that silo thinking was dangerous in this area.

	6
	Membership

Non-members present were encouraged to join. Those who attended twice would be reminded they now needed to join.

	7
	Topics for future meetings were discussed

September – Risk culture (There will be a survey)
October – New Risk in Financial Services Diploma Module

Role of Credit rating agencies in driving ERM practice in insurers was raised a potential future topic (November)

	8
	July meeting – Stress Testing. 12th July in IRM offices
9.30am to 12 noon
To attend please email Alex Hindson

PLEASE COMPLETE THE SURVEY THAT GOES WITH THE WORKSHOP


Minutes taken by Alex Hindson
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